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FINANCIAL PERFORMANCE UNDER AGGRESSIVE
MANAGEMENT STRATEGIES: THE CASE
OF SUNSET DAIRY
Dawn D. Thilmany and Sterling Liddell

FOREWORD

Sunset Dairy Inc. is an innovative and successful dairy operation. Over the course of the past
nine years, it has risen from a small operation to a very profitable organization. It has been requested
that this financial analysis be completed to evaluate the financial stability, organization, marketing,
and direction of the company and make recommendations for decisions currently faced by Sunset's
management for expansion.
Sunset Dairy Inc. is a non-traditional type of operation.

Instead of depending on

self-sufficiency, Sunset combines the talents of professional contract labor, the latest technologies,
and effective management skills to accomplish economic goals. Furthermore, the progressive
management strategies of this dairy uniquely affects the financial structure of the business. These
management decisions have had successful outcomes as evidenced by the firm's impressive growth
rate. Sunset D~iry's equity base has increased from $15,000 to $200,000 in less than ten years (a
growth rate of over 30% per year).

FINANCIAL PERFORMANCE UNDER AGGRESSIVE
MANAGEMENT STRATEGIES: THE CASE
OF SUNSET DAIRY

1.0 INTRODUCTION
Dairies face similar challenges to those faced by other livestock industries. Of these, the high
cost of capital (both in equipment and feed) needed to maintain feed stocks is the one of greatest
interest. Equipment is necessary to produce and deliver feed.
historically, to have several-months of feed stored.

It has been essential,

Therefore, overhead in equipment and

inventories represents a significant financial burden to the dairy operation. In order to operate on
a relatively low capital base, Sunset has made business agreements with various companies who
have excess capital which could be more effectively invested. One of these is Sunrise Dairy, which
contracts to regularly deliver feed to Sunset's herd. Both firms have economically benefitted from
this cooperation.
Sunset Dairy is an S-corporation, operating since January of 1986. Sunset is unique from
not only other dairies, but also most agricultural firms. Unlike most agricultural entities, Sunset's
management applies an "aggressive working capital" by managing a ')ust in time" inventory system
(which reduces the amount of capital overhead). In short, Sunset does not carry an overhead in
inventory stocks and has not made major capital investments. Furthermore, other enterprises
traditionally requiring overhead, such as waste removal and feed delivery are also contracted to
outside companies.
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2.0 THE MANAGEMENT METHODS OF SUNSET
There are many challenges that face today's dairy industry. Dairying, like many other
agriculture industries, is capital intensive and the high start-up costs of capital prohibits many
potential young dairymen from entering the business. However, new and creative ways ll1ay be
employed in order to circumvent these obstacles. To reduce the level of financial strain, Sunset's
management implements leasing and labor contract strategies which maximize capital returns and
minimize outlays.
2.1 Sunset leases facility

Perhaps the largest and most prohibitive issue facing dairy operators today is the acquisition
of a facility. Construction costs for a 160-cow dairy range from $600,000 to well over $1,000,000.
In addition., financial institutions require a 20-30 percent down-payment on the facility before any
debt-fmancing will be considered. This makes entry for new operators difficult if not impossible.
The manager of Sunset Dairy chose to solve this problem by leasing. Leasing allowed management
to gain the use of a facility without the initial cash outlay. Since rental costs can be covered on a
monthly basis}Vith cash flows from the operation, they are less ofa concern to solvency or liquidity.
In 1986 Sunset Dairy secured a long-term, low cost lease on its present site in Corinne,
Utah. This not only enabled Sunset to acquire a modem facility, but also freed up the capital
needed to purchase cattle. With the short-term savings from the lease agreement, Sunset was able
to accelerate the repayment of the cattle loan, which was financed at a higher interest rate.
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2.2 Sunset purchases replacements

Sunset Dairy does not own any land for production of feed crops for the livestock. Therefore,
all calves are sold shortly after birth, since raising replacements is a costly enterprise on purchased
feed. Sunset has a contract with a local replacement feeder who purchases all of the heifer calves.
Sunset then has the option of purchasing them back as springer heifers. This frees up capital for the
production of milk by lessening the cost of capital for calves during pre-production periods. This
enables Sunset to pay cash for replacement heifers as they are needed, and improves the firm's
liquidity position.
2.3 Sunset purchases feed on a delivered basis

According to the 1993 Farm Management Report published by the BridgerIand Technology
Center in Logan, Utah, feed costs account for over 56% of the total variable costs (Dustin, Israelsen,
and Ritchie 1993). To avoid these high feed costs, Sunset contracts with Sunrise Dairy to purchase
silage and hay on a delivered basis. Feed is delivered to the dairy twice daily, allowing Sunset to
avoid inventory holding costs. The price for feed delivery amounts to only $10,260 per year.
The benefits Sunset incurs through this agreement are as follows:
1.
2.
3.

Feed is purchased at market price, with a small premium for delivery.
No capital investment is necessary for crop production, storage facilities or
inventory holding costs.
Labor hours are minimized. (Sunset is charged a share of Sunrise's payroll costs).

In order to maintain this agreement, it is important that the management of Sunset is able to
provide Sunrise Dairy with benefits which are comparable to those of their own. In addition to the
delivery fee, Sunset has financed the purchase of a new feed truck for Sunrise. In addition, selling
a large amount of feed to Sunset allows Sunrise to more fully utilize their labor and capital. 1

lSunrise Dairy can afford to do this for two reasons: first, the arrangements allow them to operate their
crop production enterprise at a more efficient size, thereby resulting in cost savings; and secondly, delivery of
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2.4 Sunset uses part-time employees

An increasingly significant expense to employers is providing benefits for employees.
Because Sunset has minimized overhead, part-time milkers are the only necessary employees. With
only the full-time manager, Sunset has been able to keep benefit costs to a minimum. This enables
Sunset to pay milkers very competitive wages, thereby maintaining a staff of reliable workers.
2.5 Sunset contracts waste disposal

The management of dairy waste is a never-ending problem. EPA regulations require rigorous
management of these production by-products. Sunset contracts with a local farmer to dispose of
dairy waste, thereby eliminating the indirect expenses and potential liability associated with waste
disposal.

excess feed stuffs to the nearest market may actually exceed transport costs to the neighboring dairy. The only
additional costs are the labor for frequent deliveries, which Sunset is responsible for paying.
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3.0 FINANCIAL ANALYSIS OF SUNSET DAIRY
The following are Sunset Dairy's balance sheets and income staten1ents for the years 1993-1994.

3.1 Income Statement
SUNSET DAIRY INC.
Income Statement
For period ending December 31, 1993

Revenues
Milk Sales
Livestock Sales

$ 455,351. 71
52,681.53

Total Revenues

508,033.24

Expenses
Shipping Costs and Fees
Maintenance and Repairs
Supplies
Wage Expense
FICA
Feed Delivery Charge
Feed
Hoof Trimming
Vet
BST
Fuel and Oil
Interest Expense
Straw
Depreciation Expense Equip_
Depreciation Expense Cows
Daily Lease
Telephone
Utilities
Replacement Heifers
Manure Handling
Property Tax House

38,668.31
6,000.00
7,653.90
60,001.68
4,590.00
10,260.00
207,836.67
1,800.00
4,184.00
0.00
1,800.00
4,650.00
1,980.00
7,385.00
21,529.00
36,000.00
217.80
10,638.82
79,200.00
4,830.00
. 338.00

Total Expenses

509,563.18

Net Income

$ <1,529.94>
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SUNSET DAIRY INC.
Income Statement
For period ending December 31 , 1994

Revenues
Milk Sales
Livestock Sales

$ 573,036.17
54,620.63

Total Revenues

627,656.80

Expenses
Shipping Costs and Fees
Maintenance and Repairs
Supplies
Wage Expense
FICA
Feed Delivery Charge
Feed
Hoof Trimming
Vet
BST
Fuel and Oil
Interest Expense
Straw
Depreciation Expense Equip.
Depreciation Expense Cows
Daily Lease
Telephone
Utilities
Replacement Heifers

39,030.60
6,123.85
7,264.23
60,598.36
4,636.00
10,260.00
230,446.43
2,352.00
6,659.00
19,500.00
1,800.00
4,688.00
2,031.00
7,035.00
25,713.00
36,000.00
202.47
11,185.87
79,200.00

'-
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Manure Handling
Property Tax House
Total Expenses
Net Income

4,380.00
338.00

559,893.81
67,762.99
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3.2 Balance Sheet
SUNSET DAIRY INC.
Balance Sheet
For period ending December 31 , 1993
ASSETS
Current Assets
Regular Checking
Inventory-Hay
Total Current Assets
Intennediate Assets
Equipment and Machinery
Accum. Dep. Equip.
Milk Cows
Heifers
Accum. Dep. Cows
Total Intennediate Assets
Long Term Assets
House (Labor)
Total Long Term Assets

$ 35,965.06
672.00
36,637.06
62,200.00
<30,743.00>
167,959.00
29,700.00
<137.317.00>
91,799.00

42,500.00
42,500.00

Total Assets

$ 170,936.06

LIABILITIES AND CAPITAL
Current Liabilities
Accounts Payable (Feed)
Current Portion Int. Loan
Current Portion Mortgage
Total Current Liabilities

$ 8,184.00
10,440.00
2,280.00
21,444.00

,

Intermediate Liabilities
Notes Payable
Total Intennediate Liabilities

18,564.00

Long Tenn Liabilities
Mortgage
Total Long Term Liabilities

32,280.00

18,564.00

32,280.00

Capital
Beginning Equity
Net Income
Total Capital
Total Liabilities and Capital

100,178.00
<1,529.94>
98,648.06
$ 170,936.06
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SUNSET DAIRY INC.
Balance Sheet
For period ending December 3 1, 1994
ASSETS
Current Assets
Regular Checking
Inventory-Hay
Total Current Assets
Intermediate Assets
Equipment and Machinery
Accum. Dep. Equip.
Milk Cows
Heifers
AccUffi. Dep. Cows
Total Intermediate Assets
Long Term Assets
House (Labor)
Total Long Term Assets

$ 127,895.05

o
127,895.05
62,200.00
<37,778.00>
176,000.00
29,700.00
<163,030.00>
67,092.00

42,500.00
42,500.00

Total Assets

$ 237,487.05

LIABILITIES AND CAPITAL
Current Liabilities
Accounts Payable (Feed)
$ 8,952.00
Current Portion Int. Loan
10,440.00
Current Portion Mortgage
2,280.00
Total Current Liabilities

22,212.00

Intermediate Liabilities
Notes Payable
Total Inte~ediate Liabilities

17.079.00
17,079.00

Long Term Liabilities
Mortgage
Total Long Term Liabilities

31.785.00
31,785.00

Capital
Beginning Equity
Net Income
Total Capital
Total Liabilities and Capital

98,648.06
67,762.99
166,411.05
$ 237,487.05
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4.0 CHANGES SUNSET HAS IMPLEMENTED IN THE LAST TWO YEARS
The dairy industry is becoming more and more competitive. To compete in this type of
atmosphere, dairymen nlust look toward new ways to increase production and decrease costs.
Sunset Dairy has pursued this by implementing two new practices to increase production
volumes efficiently. These include the introduction of long-stem alfalfa into the total mixed
ration and second, the use ofBST. Both of these changes have had a notable effect on not only
production, but also the rate of return on the corporation's investment.
4.1 Including long-stem alfalfa in TMR

The introduction of long-stem alfalfa into the total mixed ration in the late summer of
1993 stabilized the milk flow across production periods. With the TMR, the feed intake of all
cattle has also been equalized. This has resulted in fewer cows going off feed and a great
reduction in the number of displaced abomasums, thereby benefitting both the cost and revenue
competitiveness, and ultimately, the profitability of the firm.
4.2 Implementing the use of BST

In March of 1994, Sunset began using BST on all of its 160 lactating cows, resulting in
gross milk sales rising from $40,668.42 in March to $58,321.94 in May and leveling off at
J

~

$47,091 in November. The only additional cost incurred is for the reinjection of cows every 10
days, accruing a total cost of$I,950 per month.

5.0 CONCLUSION
The success of Sunset Dairy can be attributed to three major factors. First, Sunset is a
small operation, and its aggressive working capital policy has allowed management to compete
with only the minimal capital investment. The owner, like many beginning farmers, had little
equity to draw upon at the beginning of his farming experience, so minimizing the needed capital
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was essential to the dairy's initial success. Consequently, Sunset has maintained a very liquid
and solvent position.
Secondly, Sunset has been able to enter into cooperative management arrangen1ents
which have both agricultural operations involved. Due to this jointly beneficial situation, their
agreements have been followed and maintained fully by both parties.

To this day, the

agreements remain strongly intact, thus providing relatively high returns to each firm involved.
Finally the implementation of progressive prodcution techniques, such as the use of BST
and long-stemmed alfalfa, has helped to maximize milking efficiency. Many agricultural
producers are finding that it is no longer enough to be the most efficient producer, or
businessperson or financial manager. This case demonstrates the gains to be made for producers
who actively develop new management strategies in all areas of their firm, and look to external
cooperative agreements to implement those strategies which the firm's resources cannnot follow
independently.
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I. Financial Statement Evaluation
You have been hired by the management of Sunset to evaluate the benefits and problems
resulting fron1 current operation procedures and financial strategies. Consider the following
questions in your analysis:
1) What are the risks involved with the current method of operation? What are the benefits?
2) Using the income statements and balance sheets provided, calculate the following financial
ratios for the years 1993 and 1994:
a) Activity Ratios: Operating Ratio, Asset Turnover Ratio, Gross Ratio.
b) Profitability Ratios: Rate of Retum on Capital, Rate of Retum on Equity.
c) Asset Ratios: Current Ratio, Quick Ratio, Intermediate Ratio, and Total Ratio.
d) Solvency Ratios: Debt to Equity Ratio, Debt to Assets and Times Interest Earned Ratio
3) How do the financial ratios compare between the two years? What factors associated with the
structure of the business might be responsible for any changes?
4) Analyze the current liquidity and solvency positions of Sunset Dairy.

II. How Sunset Compares To Other Utah, Idaho and United States Farms
1) Where data is available, compare Sunset Dairy's ratios to those of other farms in the region
and the United States, in general.

2) What are the primary differences between Sunset Dairy and other farm firms?

3) In general, is Sunset Dairy more similar to Utah, Idaho or average U.S. farm frrms?
J

III. General Firm Performance
1) If stock were available for this firm, would you invest in it? Why?
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FOREWORD

Sunset Dairy Inc. is an innovative and successful dairy operation. Over the course of the past nine
years, it has risen from a small operation to a very profitable organization. It has been requested that
this financial analysis be completed to evaluate the financial stability, organization, marketing, and
direction of the company and make recommendations for decisions currently faced by Sunset's
management for expansion.
Sunset Dairy Inc. is a non-traditional type of operation. Instead of depending on self-sufficiency,
Sunset combines the talents of professional contract labor, the latest technologies, and effective
management skills to accomplish economic goals. Furthermore, the progressive management
strategies of this dairy uniquely affects the financial structure of the business. These management
decisions have had successful outcomes as evidenced by the firm's impressive growth rate. Sunset
Dairy's equity base has increased from $15,000 to $200,000 in less than ten years (a growth rate of
over 30% per year).

1.0 INTRODUCTION
Dairies face similar challenges to those faced by other livestock industries. Of these, the
high cost of capital (both in equipment and feed) needed to maintain feed stocks is the one of
greatest interest. Equipment is necessary to produce and deliver feed.

It has been essential,

historically, to have several-months of feed stored. Therefore, overhead in equipment and
inventories represents a significant financial burden to the dairy operation. In order to operate on
a relatively low capital base, Sunset has made business agreements with various companies who
have excess capital which could be more effectively invested. One of these is Sunrise Dairy, which
contracts to regularly deliver feed to Sunset's herd. Both finns have economically benefitted from
this cooperation.
Sunset Dairy is an S-corporation, operating since January of 1986. Sunset is unique from not
only other dairies, but also most agricultural finns. Unlike most agricultural entities, Sunset's
management applies an "aggressive working capital" by managing a "just in time" inventory system
(which reduces the amount of capital overhead). In short, Sunset does not carry an overhead in
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2.0 THE MANAGEMENT METHODS OF SUNSET
There are many challenges that face today's dairy industry. Dairying, like many other
agriculture industries, is capital intensive and the high start-up costs of capital prohibits many
potential young dairymen from entering the business. However, new and creative ways II1ay be
employed in order to circumvent these obstacles. To reduce the level of financial strain, Sunset's
management implements leasing and labor contract strategies which maximize capital returns and
minimize outlays.

2.1 Sunset leases facility
Perhaps the largest and most prohibitive issue facing dairy operators today is the acquisition
of a facility. Construction costs for a 160-cow dairy range from $600,000 to well over $1,000,000.
In addition., financial institutions require a 20-30 percent down-payment on the facility before any
debt-financing will be considered. This makes entry for new operators difficult if not impossible.
The manager of Sunset Dairy chose to solve this problem by leasing. Leasing allowed management
to gain the use of a facility without the initial cash outlay. Since rental costs can be covered on a
monthly basis with cash flows from the operation, they are less of a concern to solvency or liquidity.
In 1986 Sunset Dairy secured a long-term, low cost lease on its present site in Corinne,
Utah. This not only enabled Sunset to acquire a modem facility, but also freed up the capital
needed to purchase cattle. With the short-term savings from the lease agreement, Sunset was able
to accelerate the repayment of the cattle loan, which was financed at a higher interest rate.

